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Institute Examinations corresponding number of legislatures was 


‘The next examinations of the American 
Institute of Accountants will be held May ccountancy, apparently, is not a subject 
17 and 18, 1928. Applications should be neglected by the legislators. Ten States 
submitted at least sixty days before the %¢ in regular session this year, and in five 
examinations in order that the board of Of them bills directly affecting public ac- 
examiners may have ample time to give them up to this 
proper consideration. The examinations Me. ese bills are described elsewhere 


will be held at New York and at other cities in this issue of the B ulletin. . 
to suit the convenience of applicants. One or two states, distressed at the in- 


creased flood of bills introduced, have 

: changed from annual to biennial sessions, 

Thirtieth Library Bulletin Published — byt in each case where the innovation has 
The thirtieth of the series of special been attempted recently the result has been 

bulletins issued by the library of the Ameri- 2 Special session in the idle year. 

can Institute of Accountants has just been Attention has been called to the fact 

published. Copies are being sent to mem- that many of the bills introduced are merely 

bers and associates with this Bulletin. repeals of old laws, or amendments to 

Additional copies are available at a price remedy faults in existing laws. Each such 

of 10 cents each. repeal or amendment, of course, is counted 
The library bulletin contains questions 4S 4 separate bill. 

and answers obtained by the bureau of 

information. The subjects treated in the Accountant Appointed Receiver 

current issue are auditing for gas and water- ‘tli f 

works companies, joint fees, valuation of a J. G. Gillingham of Portland, Oregon, 

licensed abstractor’s business, repurchase as been appointed temporary receiver for 

It is said that this is the first time that a pub- 


tox cn lic accountant has received such an appoint 
corporations, taxation of corporation shares, 4 
ment in Oregon. Mr. Gillingham is a mem- 


ber of the American Institute of Accountants 


and a certified public accountant. 


No Decrease in Volume of Legislation 
According to a report of the Institute's Accountants Hear of Federal Govern- 


legislative-service company, about a thou- ment Economies 

sand more bills have been introduced in state Reduction in the number of federal job- 
legislatures meeting this year than had been * holders is one effective way to reduce govern- 
proposed at the same time in 1926, when a ment expenses, according to an address by 
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Brigadier-general Herbert M. Lord, di- 
rector of the federal budget, at a meeting of 
the New York State Society of Certified 
Public Accountants, February 21st. Gen- 
eral Lord said that each federal department 
had been requested to eliminate two per 
cent. of its staff annually and that $21,723,436 
in salaries had been saved in one year 
by this procedure. The efficiency of the 
work did not suffer, he said. Payments out 
of savings which the government has 
effected have reduced interest on the na- 
tional debt by approximately $24,000,000, 
and reductions in the national debt are 
helpful in reducing taxes. He referred to a 
number of small economies in governmental 
administration which in the aggregate have 
been responsible for a considerable saving. 
The bureau of the budget of the United 
States consists of a staff of thirty-seven 
men and women, including messengers, 
and they have been principally responsible 
for the economies that have been ac- 
complished. 


Banker Compliments Accountants 


The importance to the banker of the 
services of accountants was emphasized by 
Elmer G. Parsly of the firm of Parsly 
Brothers, investment bankers, at a meeting 
of the Philadelphia chapter of the Penn- 
sylvania Institute of Certified Public Ac- 
countants, February 14th. The subject 
of his address was ‘“The problems which 
confront an investment banker in the 
financing of an enterprise and the relation 
of an accountant to such problems.” He 
said that a banker is dependent upon the 
accountant for verification that the current 
assets as stated are truly assets and that 
all the liabilities, including contingent liabili- 
ties, are shown. He also said that it must 
be learned from the accountant whether or 
not the earnings statements are in proper 
form and reveal the real earning power of 
the corporation. Proper maintenance and 
depreciation charges based on the recom- 
mendations of engineers and proper pro- 
vision for taxes are also matters which the 
accountant must investigate for the banker. 

Frank J. Gorman, a member of the 
Pennsylvania securities commission, spoke 
on the relationship of the accountant to 
the securities commission and the effect of 
the blue-sky laws of Pennsylvania on the 


accountant making reports for the flotation 
of new stock issues. The securities law has 
saved hundreds of millions of dollars for 
the people of Pennsylvania, Mr. Gorman 
said. 
compels disclosure of the plan of business, 
the reputation and financial standing of 
applicants. It is probable, the speaker 
said, that many fraudulent stocks are being 
sold in Pennsylvania and in other states 
through the mails and by telephone, and 
investors would save additional millions 
if they would confer with their bankers to 
ascertain the authority of dealers and the 
soundness of the issues they offer. 
evidences of deceit before the commission, 
said the speaker, include such items as 
gross exaggeration of real-estate values and 
inclusion of investment stocks at par value 
in the balance-sheet when they have no 
actual value. The securities commission 
calls upon certified public accountants to 
prepare data correctly, and Mr. Gorman 
said that more than one application has been 
withdrawn when the commission required an 
audit by certified public accountants. He 
said that the investor should ascertain that 
corporation records have been properly 
audited before investing in an unfamiliar 
enterprise. 

The accountants present considered the 
subjects of both speeches of great im- 
portance to the profession, since the invest- 
ment banker, 


It is a preventive law in that it © 


The 4 


the securities commission | 


and the certified public accountant are all Z 
working codperatively to protect the public _ 


from issues of unsound securities. 


Income Tax 


“Income tax’ is the subject of the fifth | 


of a series of six letter-bulletins published 
by the public-affairs committee of the 
Indiana Association of Certified Public 
Accountants. The introductory paragraph 
refers to the work of tax revision at present 
pending in congress and mentions the growth 
in importance of income taxes themselves 
and income-tax legislation since the sixteenth 
amendment was adopted in 1913. Some 
taxpayers in 1919 paid more than two-thirds 
of their net income into the federal treasury, 
it is said. The reduction of rates is due 
largely to efficient budgeting of governmental 
expenditures and to the ability of the treasury 
officers, says the bulletin. The possible 
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reduction of rates for corporations from 
thirteen and one-half per cent. to perhaps 
eleven per cent. is mentioned as the matter 
of principal interest in the amendments 
proposed at the present time. The bulletin 
calls attention to one advantage to tax- 
payers coming from the operation of the 
income-tax laws, that is, the necessity 
for an accurate knowledge of revenue and 
expense, assets and liabilities, etc., which 
comparatively few business men had prior 
to the inception of income taxation. Ac- 
counting methods and procedure, the bulle- 
tin says, have supplied this knowledge. 


C. P. A. Title Created in Cuba 


The title of ‘‘contador publico autori- 
zado”’ (authorized public accountant) is 
to be conferred on students who successfully 
complete a three-year course, including 
specified subjects, in the higher school of 
commerce established at the University of 
Havana by decree of President Machado, 
issued March 2, 1927. 

Thirty-five students are at present reg- 
istered in the course, which is in the middle 
of its first year. 

The dean of the higher school of com- 
merce, Miguel E. Sanchez, has intimated 
that within the next few years a Cuban 
Institute of Accountants may be organized 
as a result of the new curriculum. 


Double-taxation Relief 


A pamphlet describing the movement to 
facilitate double-taxation relief, a subject 
of international interest, has been published 
by the bureau of foreign and domestic 
commerce of the United States department 
of commerce. 


with foreign rivals who are relieved of the 
substantial burden of double taxation to 
which our citizens are subject. 

In the pamphlet, which has been written 
in an attempt to epitomize the present 
situation, the progress of attempts at double- 
taxation relief is traced briefly. Legislative 
measures, early treaties and post-bellum 
treaties on the subject are described and 
the bilateral convention, a form of agree- 
ment generally adopted, is discussed. Draft 
conventions on double income tax and double 
inheritance tax are reproduced in the 
appendix. 


Uniform Accounting for Contractors 


It has been announced that a uniform 
accounting system for contractors, adaptable 
to the needs of public-works contractors 
and building contractors and to the re- 
quirements of highway builders, has been 
composed by the Cincinnati chapter of the 
Associated General Contractors of America. 

The system provides for standard book- 
keeping, cost analysis and for financial and 
statistical reports. A manual of instruction 
fully describing the system is available for 
distribution at the headquarters of the 
Association, according to the announcement. 


Standardized Cost Finding for Broad- 
silk Manufacturers 


The cost-calculation committee of the 
broad-silk manufacturers division of the 
Silk Association of America will issue a 
cost-accounting manual within the next few 
months, according to a recent announcement. 
Preliminary research work, classifications 
and definitions of terms have already been 


1 It contains a foreword by completed and the actual composition of 
if Julius Klein, director of the bureau, and an the manual is about to commence. 

e | introduction by Thomas S$. Adams, member The idle-time factor has been specifically 
cf of the committee of experts. Mr. Adams mentioned as an item to be treated in the 
n | calls attention to the importance to tax- manual. Idle time is usually considered a 
t payers of the United States of elimination of factor in increasing manufacturing costs. 
H international double taxation and fiscal In the manual it will be provided for in 
S evasion. The movement to abrogate these profit and loss and eliminated from the 
h | evils has been sponsored by the League of true cost of the product. 

e Nations and a number of conventions have The manual will describe proper alloca- 
s been concluded between European states tion of accounts, so that both small and 
r, to accomplish the purpose. Dr. Adamssays large manufacturers may account for all 
e — that unless the United States can participate overhead expenses. Such items as price 
il effectively in the movement business con- shrinkage arising from sampling, close- 
y — cerns of America, particularly exporters, outs and deterioration over a period of 
le § may be forced in a few years to compete time will be discussed. 
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Comparison between standard and actual 
costs will be made, by which the manufac- 
turer may discover variations in the cost 
of his own product. Charts and tables 
will be incorporated in the manual to illus- 
trate the text. 

A cost-accounting manual for silk 
throwsters was published recently by the 
throwsters division of the Silk Association. 


Accounting Requirements of a Small 
Hatchery 


A uniform system of accounts for chick 
hatcheries is being prepared by the bureau 
of business research of Ohio State Uni- 
versity. The complete manual, it has been 
announced, will be available before the end of 
1928, and a preliminary bulletin outlining 
the system in a general way has already been 
circulated among members of the Ohio 
Poultry Improvement Association. The 
preliminary bulletin contains an account 
classification which provides for a rough 
division of production costs from those of 
selling and administration. Illustrative 
statements based upon this account classi- 
fication are given. ‘Three journal forms 
for the summarization of income, cash 
receipts and cash disbursements are also 
presented. The procedure to be followed 
in installing the system and the routine of 
handling daily record-keeping work are 
briefly outlined. 


Accountancy Course for Women 


Courses in accountancy are part of a new 
night-school commercial curriculum for 
women offered by Hunter College, New 
York. 


Innovation in Accountancy Tests 


The ‘‘true-false’”’ type of quiz for students 
has been introduced at the school of ac- 
countancy of St. Johns College, Brooklyn, 
New York. In this type of examination 
concise statements are presented to the stu- 
dent who answers ‘‘true”’ or “‘false’”’ to each. 
The advantages are considered to be that a 
wider range of subjects may be covered and 
an opportunity may be given the examinee 
to analyze definite situations. Questions 
requiring exposition, which permit the ex- 
pression of constructive ideas, and problems 
calling for a knowledge of actual practice 
procedure may be given in conjunction with 
such a quiz. 


University Offers Home-study Course 
in Accounting 


Accounting is one of the subjects in which 
Columbia University is offering home-study 
courses, according to a recent announce- 
ment. 


Accountancy Students Hear of 
Proposed Judicial Reform 


Judge Richard W. Martin was the prin- 
cipal speaker at the annual banquet of the 
Pittsburgh School of Accountancy held 
February 18th. Judge Martin discussed 
proposed improvements in the administra- 
tion of justice in criminal courts and he 
said, among other things, that the consti- 
tutional provision protecting an accused 
person against self-incrimination might well 
be modified to the extent that judges and 
prosecuting attorneys could comment upon 
the failure of the defendant to take the 
witness stand in his own behalf. Judge 
Martin also stated his belief that convic- 
tion on a vote of ten to two might safely be 
applied to minor cases. He made it 
clear, however, that both proposed changes 
would require constitutional amendment 
which would necessitate extended prelimi- 
nary effort. 


Accountants Warn Against Overbuild- 
ing in Hotel Industry 


The danger of overexpansion in the 
construction of new hotels was emphasized 
by hotel proprietors, managers and ac- 
countants, at a dinner given by Edward C. 
Fogg at the Roosevelt hotel, New York, 
February 20th, in honor of the Hotel Ac- 
countants Association. All the speakers 
praised the work of the association in its 
constructive efforts to improve the scientific 
management of hotels. 

Mr. Fogg, in welcoming the accountants 
as his guests, spoke warmly of their services 
in the interests of scientific operation. He 
emphasized the necessity for accurate ac- 
counting, especially because of the compe- 
tition in the hotel industry which has de- 
veloped in recent years. He assured the 


association of his coéperation and predicted 
a bright future for it. 

Richard H. Browne, past president of the 
Hotel Accountants Association, responded 
to the welcome in behalf of its members. 
Efforts to standardize hotel accounting and 
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to facilitate the exchange of useful informa- 
tion, Mr. Browne said, are important at- 
tempts to combat the menace of abnormal 
competition. He said that in his opinion 
the saturation point in hotel construction 
would soon be reached at the present rate. 
W. Johnson Quinn, of the St. James 
hotel, who was introduced as the dean of 
the hotel industry, stressed the value of 
comparative reports of operating results on 
percentage bases, which might be exchanged 
among hotel executives. He suggested the 
appointment of an education committee 
of the Hotel Accountants Association to 
explain to individual proprietors the ad- 
vantages of such comparative statements. 
Food costs are the stumbling block to 
profitable hotel operation, according to the 
remarks made by John McF. Howie, of the 
White Hotels. He said that every hotel 
executive should have an accurate knowledge 
of the market, preparation, service, history 
and philosophy of food. He called the au- 
ditors the eyes of the business, and empha- 
sized and illustrated the use of percentages 
in exercising adequate control of operations. 
W. J. Forster outlined the technical dis- 
cussions planned by the association for the 
coming year, and C. W. Kramer of the 
Pennsylvania hotel gave a technical address 
on budgeting. Other speakers were Ken- 
neth D. McAlpin of the National Hotel 
Review, and W. W. Wyckoff, secretary of 
the Hotel Association, both of whom praised 
the aid rendered by the hotel accountants 
in solving the vital problems of the industry. 
Thomas E. Ross, president of the Hotel 
Accountants Association, acted as_ toast- 
master. 


Hotel Accountants Meet 


The twelfth annual meeting of the Hotel 
Accountants Association was held at New 
York, January 20th. After preliminary 
business a technical discussion took place 
on the subjects of room-revenue control 
and control of cash from restaurant de- 
partments. W. M. Sullivan, Louis A. 


Bruty, C. B. Stoner, R. Schickler and 
Charles G. Stamm participated in the dis- 
cussion. 

The Philadelphia Hotel Accountants As- 
sociation held its first monthly meeting 
of the year on February 14th. The officers 
were presented with testimonial gifts in 


recognition of their services during the 
first year of the association’s existence. 
A. T. Keyser made the speech of presenta- 
tion. The officers honored were Henry 
Vas Dias, president; R. Rudolph, vice- 
president; T. F. McCarthy, secretary; 
and George Hoeftmann, treasurer. 


Cost of Audit Services Not Selling 
Expense 


The cost of audit services, among other 
expenses, was disallowed as selling expense 
in an action to recover taxes under section 
234(a) of the act of 1918 and article 264 
of the commissioner’s regulation 45. The 
text of the court’s decision is as follows: 


U. S. DISTRICT COURT, MIDDLE DISTRICT OF TENNESSEE 


The Taylor Hughes Company, Inc. versus United 
States of America. 


Decided January 28, 1928 


This is an action by plaintiff to recover taxes and 
interest averred to have been erroneously paid to the 
defendant in the form of income and excess-profits 
tax for 1918. Section 234(a) of said act provides that a 
taxpayer may have an abatement if he has sustained 
a substantial loss resulting from any material re- 
duction (not due to temporary fluctuation) of the 
value of the inventory for the taxable year of 1918, 
etc. And, that at the time of filing his return for the 
taxable year of 1918, he may file a claim for said 
abatement; and by section (b) of said act, it is 
provided that if such claim is filed, and it is shown 
to the satisfaction of the commissioner that during 
the taxable year 1919 the taxpayer sustained sub- 
stantial loss as described in section (a) ‘‘then the 
amount of such loss shall be deductible from the 
net income of the taxable year of 1918, and the taxes 
imposed by this title, and by title 111 for such year, 
shall be determined accordingly. Any amount 
found to be due to the taxpayer upon the basis of 
such deduction shall be refunded to the taxpayer 
according to the provisions of section 252.” 

Section 1309, of the revenue act of 1918, gives the 
commissioner of internal revenue authority to make 
such rules and regulations as are necessary for the 
enforcement of the provisions of the revenue act 
of 1918. 

Pursuant to said authority, the commissioner of 
internal revenue, with approval of the secretary of the 
treasury, promulgated regulation 45, and article 
264 thereof fixes the method whereby the amount of 
deduction from the net income tax to which the 
taxpayer was entitled by reason of a loss, must be 
arrived at. The language of article 264 is as follows: 

“Loss where goods have been sold.—Where goods 
included in the inventory at the end of the taxable 
year 1918 have been sold during the succeeding 
taxable year, the loss which may be deducted from 
net income for the taxable year 1918 is the amount 
by which the value at which the goods sold were 
included in the inventory exceeds the actual sell- 
ing price minus a reasonable allowance for selling 
expenses and for manufacturing expenses, if any, 
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incurred in the taxable year 1919 and attributable to 
such goods.” 

It is admitted by both parties to this litigation 
that the commissioner of internal revenue had the 
authority to make and promulgate said article. 

No proof was taken, and the facts were agreed 
to by stipulation, in which it is agreed, among other 
things, that plaintiff filed its income and excess- 
profits-tax return, showing a tax of $11,273.09, 
together with interest in the sum of $16.23, to be 
due for the year of 1918; that at the time it filed 
its return, it also filed a claim for the abatement in 
the sum of $3,509; that said claim for abatement was 
in accordance with section 214(a) of the revenue 
act of 1918, upon the ground that a substantial 
loss from a material reduction of the value of its 
1918 inventory had been sustained; that on October 
26, 1920, its claim for abatement was denied by the 
commissioner of internal revenue, and the full 
amount of the tax and interest was paid; that on or 
about December 8, 1923, plaintiff filed a claim for 
refund in the sum of $2,253.39; $1,734.52 of which 
was tax, and $519.07 of which was interest. Said 
claim for refund was based upon the ground that a 
claim for deduction of the loss resulting from a mate- 
rial reduction of the value of its inventory for the 
year 1919 had been erroneously disallowed by the 
commissioner. In said claim for refund the plaintiff 
claimed certain items as ‘‘selling expenses,” of the 
1918 inventory, which items of expense were paid 
in 1919, which said claim for selling expense 
amounted to $3,010.46. 

On May 1, 1924, the commissioner of internal 
revenue allowed said claim as a refund in the sum of 
$245.65 and a tentative rejection of the sum of 
$2,007.94, giving the plaintiff thirty days in which 
to file a protest to said rejection. A protest was 
filed, a conference held, the claim reconsidered, and 
finally rejected on December 8, 1924, for $2,007.94. 
On May 7, 1925, defendant, through the collector of 
internal revenue at Nashville, tendered plaintiff 
a cheque for $308.69, which consisted of a refund 
of taxes erroneously paid in the sum of $245.66, 
and interest thereon in the sum of $63.04, which 
cheque was refused by plaintiff. 

The commissioner of internal revenue disallowed 
the following items as expenses attributable to the 
selling of 1918 inventory: 


General expenses, $914.38 
consisting of : 
Auditing expenses $280.00 
Legal expenses and attorneys’ 
fees 251.65 
Storage expenses 3.00 
Tennessee corporation tax 5.00 
Miscellaneous petty cashitems 105.73 
as well as the following items: 
Insurance—fire $142.74 
Interest 1,199.60 
Licences and taxes 108.00 
Office rent 216.00 
Salaries 10,821.49 
Depreciation 100.00 


Calculating the proper selling expenses attributable 
to the selling of the 1918 inventory as being $1,203.57. 

Plaintiff insists that the selling expense at- 
tributable to selling the 1918 inventory is $3,010.46, 


instead of $1,203.57, as contended by the com- 
missioner of internal revenue. 

The last paragraph of the stipulation states the 
contention of the plaintiff and defendant as follows: 

“Tf the amount of $3,010.46 is taken as the proper 
selling expense of the 1918 inventory, the correct 
1918 tax is $9,813.81; if the amount of $1,203.57 
is taken as the proper expense, the correct 1918 tax 
is $11,302.68.” 

Plaintiff was engaged in the business of ‘‘Com- 
mission merchants and textile mill agents,” during 
the years of 1918, 1919, and until sometime in the 
year of 1921, when it surrendered its charter and 
ceased to do the business of buying and selling, but 
continued to exist to collect its debts and close up 
the affairs of the corporation. The inventory 
showed that plaintiff had at the end of the year 1918, 
from twenty-two to twenty-five thousand dollars 
worth of goods; that it sold during the year of 1919 
some two hundred thousand dollars worth of goods. 

If the question of the ruling of the commissioner of 
internal revenue is open for review, I am then called 
upon to say whether or not the above items dis- 
allowed by the commissioner of internal revenue are 
expenses incidental to the selling of the 1918 inven- 
tory, or whether they are items incidental to ad- 
ministrative expenses of the business. 

Not being an auditor, or bookkeeper, and never 
having had any experience with a big mercantile 
business, I must acknowledge my limitations to pass 
upon the question as to whether or not such expenses 
should be chargeable to ‘‘selling expense,’”’ or to 
“administrative expenses.” 

It is possible that this fact could have been made 
clear by proof, but no proof is in the record, so my 
judgment must necessarily be based upon the im- 
pressions I have of the character of such expenses. 
It seems clear to my mind that the items of auditing 
expenses, legal expense and attorney fees, storage 
expense, Tennessee corporation taxes and mis- 
cellaneous petty cash items, aggregating $914.34, 
under the head of general expenses, are properly 
administrative, and not selling expenses, and, like- 
wise, are the items of insurance, fire, interest, licence 
and tax, office rent, salaries and depreciation also 
administrative expenses. The item of $10,821.49, 
salaries, included in the above items disallowed by 
the commissioner of internal revenue, was salaries of 
employees in the office. The commissioner allowed 
the sum of $6,000, the salary of the president, who 
was also a traveling salesman, together with his 
traveling expenses, as an item properly chargeable 
to selling expenses; but he disallowed the item of 
$10,821.49, salaries of the office force, as a selling 
expense, and held that it was properly chargeable to 
administrative expenses. 

Counsel for plaintiff make a rather ingenious 
argument upon all the items disallowed, in support of 
their contention that they should be allowed as 
“selling expenses,’ with some logic and reason, but, 
upon the whole, I am constrained to the belief that 
the ruling of the commissioner of internal revenue 
is supported by sounder reasoning than that of 
counsel for plaintiff. 

From the brief of counsel for defendant, it seems 
that in the year of 1917, one Mr. Nicholson edited 
a work on Cost Accounting, Theory and Practice, 
and counsel insists that this is a well recognized 
authority on accounting; which, in the absence of 
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any knowledge upon the question or any experience, 
I am inclined to accept. On page 129 of said edition 
he says: 

“Attention is called to the fact that the distinction 
between administrative expenses and production 
costs on one hand and selling expenses on the other, 
may be an artificial one only, as in many cases the 
administrative expenses are incurred through action 
or effort that may be in the interest of either produc- 
tion or selling .....some of the items usually listed 
as administrative expenses are as follows: Salaries 
of officers, salaries of office clerks, rent of offices, light 
and heat of offices, telephone and telegraph, stationery 
and printing, postage and legal expenses, carfares 
and incidentals, subscriptions, donations and miscel- 
laneous...... The balance may be distributed over 
the various classifications of sales upon some basis as 
used in the distribution of the selling expenses.” 

The deduction allowed taxpayers for an inventory 
loss under revenue act of 1918, is an unusual one, 
and not one to which the taxpayer is entitled as a 
matter of right, and which ordinarily exists, so, 
before a taxpayer is entitled to such deduction, it 
must bring itself squarely within the provisions of 
the act granting the deduction. The congress un- 
derstood that business concerns had suffered a 
great loss brought about by demoralization of 
business and depreciation of values succeeding the 
world war, and hence, it passed the revenue act of 
1918, as a means of giving such business equitable 
relief for the loss sustained under such abnormal 
conditions. 

So far as my attention has been called, this sec- 
tion has never been before the courts for adjudica- 
tion. The commissioner of internal revenue, in 
passing upon the claim for refund by plaintiff in 
this case, in denying the items now complained of, 
has placed a construction upon the meaning of the 
language of regulation 45. While that construction 


is not binding upon the courts, still, it is entitled 
to great weight, and if consistent with reason, and 
not inconsistent with the plain language of the 
statute, courts are inclined to adopt a similar con- 
struction; especially so, when the language is 
unambiguous. 

Article 264 of regulation 45, promulgated for the 
benefit of taxpayers in computing the net income of 
corporation taxes for the year 1918, allows the tax- 
payer credit for the ‘“‘amount by which the value 
at which the goods sold were included in the inven- 
tory exceeds the actual selling price minus a reason- 
able allowance for selling expenses and for manu- 
facturing expenses, if any, incurred in the taxable 
year 1919, and attributable to such goods,” that is, 
goods on hand at the close of the taxable year 1918. 
It will be seen that the selling expenses which are 
properly deductible for taxable purposes, are 
“reasonable” selling expenses. The items deducted 
by the commissioner of internal revenue in this 
case can hardly be said to be “reasonable” selling 
expenses. It is true that the selling expenses may 
properly include some amount making some of these 
items, but it is impossible to ascertain that amount, 
and in the main, they were “administrative” ex- 
penses. It would have been impossible to have sold 
the goods, amounting to some one hundred eighty 
thousand dollars, which were purchased and sold 
during the year 1919, without having incurred these 
items, in the administrative expenses of the business. 
I think the taxpayer is entitled only to a rebate in 
such sums as were actually incurred in the “selling 
expenses” of the inventory of 1918, and the burden 
is upon the taxpayer to show that he comes clearly 
within the provisions of the statute, before he would 
be entitled to enjoy its privileges. It results, that 
the bill must be dismissed at the cost of the plaintiff. 

Gore, Judge. 


STATE LEGISLATION 


Two Bills Affect Kentucky 
Accountants 


The bill extending the privileged-com- 
munication clause to public accountants, 
the introduction of which in the Kentucky 
legislature was announced in the February 
Bulletin, has passed the senate and was 
reported favorably in the house February 
28th. It is designated as house bill No. 144. 

House bill No. 431 which was introduced 
in Kentucky, February 14th, recodifies the 
state licence law and provides for a licence 
tax on certain businesses or occupations. 
It includes a provision taxing each person, 
firm, partnership or corporation practising 
accountancy $15 annually. The bill passed 
the house February 24th and has been 
reported favorably in the senate. 


Massachusetts Tax Bills Shelved 


Two of the tax bills sponsored by the 
Massachusetts Society of Certified Public 
Accountants, which were mentioned in the 
last Bulletin, have been disposed of for the 
present session. House bill No. 715 was 
killed in the house, and house bill No. 716 
has been referred to the next annual session 
of the legislature. 


Bill to Regulate Expert Witnesses in 
New Jersey 


House bill No. 206, introduced in the 
legislature of New Jersey, February 13th, 
prescribes the procedure in appointment of 
expert witnesses in civil or criminal action. 
No more than five expert witnesses to offer 
the same testimony are permitted by the 
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bill, and it is provided that the opposing 
party in the action may object to their 
appointment. In case of objection the 
court would be empowered to appoint the des- 
ignated witnesses, or others, according to its 
judgment. ‘The charges by expert witnesses 
would be taxed in the same manner as 
other costs, according to the bill. It is 
provided, however, that nothing in the bill 
applies to persons who have been em- 
ployed in a professional capacity by parties 
in the case before the filing of the pro- 
ceedings. The bill has been reported favor- 
ably in the house. 


Three Restrictive Laws Proposed in 
New York 


The Gedney bill, a proposed restrictive 
accountancy law, whose introduction in the 
New York legislature was announced in the 
February Bulletin, has been amended slightly 
and returned to the ways and means com- 
mittee. No report has been received since 
that action was taken. 

Another New York accountancy bill, 
known as house bill No. 1532, was proposed 
on February 28th. It is similar to the so- 
called Phelps-Downing bill which was in- 
troduced several years ago. It specifies 
that there be five members of the board of 
accountancy, residents of different zones 
of the state, each zone including certain 
counties. There is a waiver clause in the 
bill permitting the issuance of C. P. A. 
certificates without examination to public ac- 
countants, to members of the field staff of the 
income-tax unit of the bureau of internal 
revenue, or to accountant employees of the 
state of New York, who had been engaged in 
any of these capacities for at least three years 
prior to January, 1929. Under the bill li- 
cences to practise would be issued annually 
to certified public accountants and no un- 
licensed person would be permitted to 
practise the profession. The proposed law 
has been referred to the ways and means 
committee of the assembly. 

It has been reported that a third ac- 
countancy bill was introduced March 5th, 
apparently a restrictive measure on the so- 
called two-class basis. No copy has been 
received as this Bulletin goes to press. 

Identical bills amending the education 
law of New York relating to supervision of 
professions have been introduced in both 


senate and assembly as senate bill No. 947 
and house bill No. 1282, respectively. 
Accountancy is mentioned as one of the 
professions to which the bill is applicable. 
The new matter provides that if any person 
whose registration or licence is not legal or 
if anyone who is not registered or licensed 
because of some unintentional error or 
misunderstanding shall submit evidence 
that he possessed the prescribed require- 
ments at the time stipulated for registration 
or licence, his imperfect registration may be 
validated or his failure to register may be 
remedied by means of specified procedure. 
The senate bill has been reported favor- 
ably by the committee on education. 


Licence-tax Bills in South Carolina 


In addition to South Carolina house bill 
No. 598, which imposes on professions a 
licence tax of one-half per cent. of gross fees, as 
announced in the February Bulletin, another 
bill providing among other things for a 
licence tax on certified public accountants 
was introduced in the legislature of South 
Carolina, March Ist. The new bill, which 
is designated as house bill No. 1666, would 
impose an annual licence tax on every 
practising certified public accountant of $10 
on incomes less than $5,000 and $20 on 
those exceeding that amount. 

House bill No. 598 was carried over from 
the last session of the legislature, and both 
bills are apparently now under consideration. 


Amendments to Virginia Accountancy 
Law Proposed 


A Virginia bill to amend the law regarding 
the state board of accountancy, which was 
announced in the February Bulletin under 
the temporary number 79, has now been given 
the designation house bill No. 298. It has 
passed the house and progressed to the third 
reading in the senate. The bill includes, 
among other amendments, a provision that 
the board may accept qualifications equiva- 
lent in its opinion to a high-school education 
as satisfactory fulfilment of the educational 
requirement of candidates for C. P. A. cer- 
tificates. The practice requirement under 
this proposed law would be two years’ 
public accounting experience or its equiva- 
lent. Candidates who had been graduated 
from schools recognized by the board would 
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be permitted to take the examinations 
although certificates would not be awarded 
them until the practice requirement had 
been satisfied. Anyone who had been 
practising public accounting and had main- 
tained an office in Virginia for such practice 
for at least 8 months prior to the passage 
of the bill could be registered as a “public 
accountant” and thereafter continue his 
practice under that title. Accountants 
neither certified nor registered would not 
be permitted to practise after January 1, 
1929, although they might be employed in 
subordinate capacities by duly authorized 
practitioners. 


The bill also prohibits use of the title 
“certified public accountant” under a firm 
name by partnerships unless all partners 
hold certificates granted under the laws 
of Virginia. The same restriction applies 
to the designation ‘‘public accountant.” 
An accountant’s working papers would be 
his property, under the proposed law. 

Certified public accountants from outside 
the state are permitted by the bill to under- 
take accountancy engagements in Virginia 
provided they present evidence to the board 
showing that they are certified public 
accountants in good standing and obtain 
registration cards. 


NEWS OF LOCAL SOCIETIES 


California State Society of Certified 
Public Accountants 


LOS ANGELES CHAPTER 


Alexander R. Heron, a certified public 
accountant of California and chairman of 
the department of finance of the state, 
spoke on ‘California commonwealth—our 
business” at a meeting of the Los Angeles 
chapter of the California State Society of 
Certified Public Accountants, February 
13th. Mr. Heron has been active in the 
reorganization and departmentalizing of 
various state departments and his address 
was received with interest. 

A discussion of federal taxation was 
another feature of the programme. Gavin 
H. Welch, the local collector of internal 
revenue, and §S. S. Stahl, agent in charge 
of the internal-revenue agent’s office, gave 
short talks on codperation between ac- 
countants and the collector's and agent’s 
offices. George Bouchard, representative of 
the general council of the bureau of internal 
revenue on the Pacific coast, was a guest 


at the meeting. Dana Latham spoke on 
‘Taxation of real-estate subdivision trusts’’ 
and A. Calder Mackay on “The offices of 
the general council.” Messrs. Latham and 
Mackay were formerly in the general 
council’s office, and both are at present 
public accountants in Los Angeles. Seventy- 
one accountants attended the meeting. 


Maine Society of Certified Public 
Accountants 


Charles D. Hamel was the principal 
speaker at a meeting of the Maine Society 
of Certified Public Accountants at Portland, 
March 3rd. He spoke on tax legislation. 


Meeting of Public Accountants of 
Dallas 


A meeting of the public accountants of 
Dallas was held at the Hilton hotel, February 
27th. W. P. Peter presided. 

A paper on balance-sheet valuations was 
presented by Forrest Mathis, and the sub- 
sequent discussion was led by C. T. Lynn. 


REVIEWS 


WILLIAM DOLGE—“TAXATION WITHOUT 
VEXATION” 


Article published in The Magazine of 
Western Finance, January, 1928. 


The application of common sense to taxation is 
the keynote of the writer’s discussion, which was 
prompted by the revenue bill now before congress. 
Mr. Dolge says that most taxpayers are not un- 
reasonable enough to object to taxation generally. 
It is obviously necessary for the maintenance of 
government and for governmental aid to private 


enterprise, but inequities in taxation and unnecessary 
annoyance in its administration are an inevitable 
source of irritation. 

He says that the national debt is not excessive, as 
the country’s wealth is quite sufficient to carry the 
interest charges, but he favors gradual reduction of 
the debt in order to release a larger percentage 
of treasury surplus for the use of executive depart- 
ments which directly aid business. 

Reduction of taxes, the writer says, means lowered 
costs, as taxes are always ultimately included in the 
price of products, and the lower costs in turn lead 
to extended markets, higher standards of living, more 
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business and more profits. He points to the fact 
that recent reduction in corporation taxes was 
followed by increased revenue from taxes. The 
writer particularly objects to the apparent illogic 
of levying taxes where the cost of collection is equal to 
or greater than the revenue derived. State and 
local taxes, according to Mr. Dolge, are a particu- 
larly important problem because they seem gen- 
erally to be on the increase. He recommends that 
clear distinction be made between taxes levied for 
governmental administrative purposes and those 
for purposes directly or indirectly productive and 
that no taxes should be expended for physical 
construction of local improvements unless the cost of 
the enterprise is warranted by increased value of 
property due to the improvement. 

In referring to the revenue bill now under con- 
sideration, the writer mentions the chaotic difference 
of opinion in congress, which he intimates is largely 
the result of selfish commercial and political interests. 
He expresses the belief, however, that there are 
always enough real statesmen in both houses of 
congress to insure at least approximate fairness in 
any tax legislation that may ultimately be adopted. 


SAMUEL NEWBERGER—‘HOW TO CLOSE 
YOUR BOOKS FOR INCOME-TAX PURPOSES” 


Article published in the National Laundry 
Journal, February, 1928. 


The writer outlines the proper procedure in closing 
the books of account for the calendar year for in- 
come-tax purposes. He says that certain necessary 
steps must be taken in order to determine, first, 
the amount of profit earned or loss incurred for the 
year; second, the amount of income tax due state 
and federal authorities. All expenses of doing 
business must be deducted from the gross income, 
and the following steps are mentioned by the writer 
as the most important in preparing the return: 

Proper allowance should be taken for depreciation 
of fixed assets such as: 


10% 
Machinery and equipment.......... 10% 
Preme 5% 
Concrete building.................. 3% 


Proper allowance should be taken for bad debts 
and other losses, and journal entries made therefor. 

An accurate inventory should be taken of materials 
and supplies on hand, based on cost or market price, 
whichever is lower, a separate price to be placed 
on each item or group of items in the inventory. A 
separate schedule of unexpired insurance premiums 
should be compiled, as well as a schedule of accrued 
insurance premiums payable. 

Prepaid interest and accrued interest payable 
should be scheduled and proper journal entries 
made therefor. A schedule of accrued salaries and 
wages payable should be drawn up and the proper 
entries made if the payroll week ends on a day other 
than Saturday (December 31, 1927, fell on Saturday). 

It is well, the writer says, to determine the amount 


of water expense accrued to the end of the year and 
to enter it accordingly. 

All bills and expenses incurred for the past year 
should be entered in order that total credit may be 
taken for them on the tax return. The net income 
is to be computed on either cash basis or an accrued 
basis, depending on the method of accounting regu- 
larly used by the taxpayer. 

The writer emphasizes the importance of reviewing 
expenditures of the year for the purpose of segregat- 
ing additions to capital assets from expenses of 
operation. 

The writer mentions that net losses incurred in 
the previous year in the regular operation of trade 
or business are deductible from the net income from 
the two succeeding taxable years. 


SAMUEL F. RACINE—“THE SEASON NEVER 
CLOSES” 


Article published in The Magazine of 
Western Finance, November, 1927. 


The writer’s purpose is to analyze various schemes 
which have been used to borrow money from banks 
under false pretenses. In a humorous vein he dis- 
cusses several specific instances where considerable 
sums were advanced by bankers to customers whose 
security was entirely inadequate and whose position 
was often precarious. In most of these cases the 
fault is traced to the neglect of the banker to insist 
on proper audit of his customer’s books and on a 
complete financial statement prepared by a repu- 
table accountant. The writer expresses astonish- 
ment at the number of instances in which bankers 
have displayed carelessness in accepting insufficient 
information as a basis for loans. He narrates 
from his own experience how borrowers have prac- 
tised deliberate deceit and he shows how the ac- 
counts had been manipulated to present an ap- 
parently satisfactory statement to the banker. In 
all these cases an adequate examination would have 
disclosed the true condition. 


CHARLES H. PETERSEN—‘“‘NECESSITY FOR 
A WORKING RELATIONSHIP BETWEEN 
PUBLIC ACCOUNTANTS AND ATTORNEYS” 


Article published in The San Francisco 
Recorder, December 15, 1927. 


The writer begins his article with the statement 
that the public accountant has proven his worth in 
the business world. He refers to the numerous 
purposes for which an accountant’s advice and ser- 
vices are sought and says that business firms have 
come to recognize the necessity for the accountant’s 
functions. There is one field, however, according 
to the writer, in which the public accountant has 
not been given proper recognition and that is in his 
relationship with the attorney. 

The writer expresses surprise at the lack of recog- 
nition of the immense possibilities of close coépera- 
tion between these two professions. The problems of 
both accountants and attorneys are inherently 
technical. Modern business requires the services 
of both and in many instances their functions are 
complementary or interlocking, as in mergers, re- 
organizations or consolidations. The accountant is 
not qualified to prepare agreements nor to interpret 
the legal phases of the situation, and the attorney 
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on the other hand is not qualified to give effect to 
complex financial transactions on the books of ac- 
count. The writer lists the following matters in 
which closer coéperation between accountants and 
attorneys would have great value: partnership 
contracts and litigation, unfair competition and 


litigation, estate accounting, federal income-tax 
cases, bankruptcy cases, receiverships, incorpors- 
tions and reorganizations. The writer then ex- 
plains in detail the problems in such affairs which 
necessitate the collaboration of members of the 
accountancy and legal professions. 


OBITUARY 


Joel Hunter 


Joel Hunter, a member of the American 
Institute of Accountants and a certified 
accountant of Georgia and Ohio, died March 
6, 1928. Mr. Hunter was a charter member 
of the Institute and had been a member of 
the American Association of Public Ac- 
countants, the Institute’s predecessor. He 
had served on committees of both the 
association and the Institute. He was a 
fellow of the Georgia Society of Certified 
Public Accountants. 

He was fifty-eight years of age and had 
been a practising public accountant for many 
years. At the time of his death he was 
senior partner of the firm of Joel Hunter 
& Co., Atlanta. 

Mr. Hunter had been a lecturer on 
accounting and related subjects at Emory 
University, Oglethorpe University and the 
University of Georgia. In 1923 the degree 
of Doctor of Commercial Science was con- 
ferred on him by Oglethorpe University. 

Funeral services were held on the after- 


noon of March 7th, when all the accounting 
offices in Atlanta were closed in honor of 
the memory of Mr. Hunter. 


Peter T. Wright 


Peter T. Wright, a member of the Ameri- 
can Institute of Accountants and a certified 
public accountant of Delaware, died on 
February 9, 1928. Mr. Wright had been 
a member of the American Institute of 
Accountants since 1916 and before that time 
was a member of the American Association 
of Public Accountants. He had occupied 
positions on several committees of the 
Institute. Mr. Wright had held every 
office in the Delaware Society of Certified 
Public Accountants, of which he was 
president at the time of his death. He had 
also been president of the state board of 
accountancy of Delaware since 1913. He 
was a fellow of the Actuarial Society of 
America. He was in practice on his own 
account in Wilmington. 


COURT DECISIONS 


Taxation 


Income. Corporate reorganization. Whether 
gain resulting from conveyance of certain 
interests to new corporation was taxable as 
not constituting an exchange of securities. 

The husband of a plaintiff in an action 
had held as part of their community property 
certain shares of stock of a certain cor- 
poration standing in his name. He had 
also been the owner of an undivided one- 
half interest in a lease of which the corpora- 
tion owned the other half interest, and the 
holder of a patent process for refining oil. 
As a condition precedent to the acquisition 
of his stock he was required to convey to a 
new company to which all of the property 
of the corporation was conveyed, both 
aforementioned interests. The new com- 
pany agreed to deliver for all the stock in the 
old company $35 in bonds for each share of 


stock. For the undivided one-half interest 
in the lease plaintiff's husband received 
$100,000 of bonds and $200,000 of said 
bonds for the oil-refining process. The 
correctness of the assessment and collection 
of the taxes upon the bonds received for the 
lease and the oil-refining process was 
questioned. 


It was held that plaintiff must pay a tax 
on the gain derived from the sale of the one- 
half interest of the lease and the oil-refining 
process, for it could not be treated on the 
same basis as the transfer of the stock 
of the old company. They were separate 
property of a different kind, having no 
connection with the corporation except that 
the lease was jointly owned by it with 
plaintiff's husband, while the oil-refining 
process was used by it and a royalty paid 
him therefor. It was in no sense an ex- 
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change of securities under the statute 
(section 202 (b) revenue act of 1918) 
provided that on an exchange on reorganiza- 
tion no gain or loss is deemed to occur with 
respect to the securities received in exchange, 
but clearly a sale or assignment upon which 
if there was a profit the taxes were due. 

Atkins v. Bender, U. S. dist. court, west 
dist. of Louisiana, Shreveport div., Feb- 
ruary 15, 1928. 


Excess-profits tax. Whether cost of con- 
structing mine slopes allowable as invested 
capital after profit had been realized. Basis 
for arriving at capital invested in employee's 
quarters. 

An action was brought to recover an 
amount collected from plaintiffs as an excess- 
profit tax on income for the year 1917. 
Plaintiffs were coal-mining companies and 
it appeared that three coal-mining slopes 
had been extended to the depths and at the 
cost claimed by plaintiffs but that a profit 
had been realized from the operation of 
each mine at a depth much less than the 
full depth. The lower court had held that 
the cost of constructing the slopes should 
not be allowed as invested capital after a 


profit had been realized. The court had 
also adopted as a basis for arriving at in- 
vested capital only that part of the cost of 
material and labor, used in erecting several 
hundred houses as employees’ living quarters, 
which was shown by books kept by plaintiffs. 

The court held that the judgment should 
be reversed and that the claim of plaintiffs 
for an allowance for the additional cost to 
the full depth of the slopes should have 
been allowed. Money laid out in the con- 
struction of a coal mine to a greater depth 
is invested capital just as much as is money 
spent to add a second story to a building 
which is already rented at a profit. It was 
held, further, that if plaintiffs’ books only 
disclosed the cost of the planed lumber and 
hardware which they bought from others 
but did not disclose the value of the rough 
lumber which was furnished and manufac- 
tured then the court should consider the 
value of such houses as a whole and not 
merely that part of the value shown by 
the books in arriving at the amount of 
invested capital. 

Blockton Cahaba Coal Co. v. U. S., U.S. 
cir. ct. of appeals, 5th cir. (Alabama), 
February 14, 1928. 


HERE AND THERE 


Fraser, Dell & Co., 316 Scarritt building, 
Kansas City, Missouri, announce the as- 
sociation of Walter Sanderson with the 
firm. 


Harry E. Taylor announces the opening 
of an office in the Williamson building, 
Cleveland, Ohio. 


Ernest E. Wooden and James L. Benson, 
Baltimore, Maryland, announce the for- 
mation of a partnership under the firm 
name of Wooden & Benson, with offices 
at 1829 Munsey building, Baltimore. 


The following paragraphs report ac- 
tivities of members and associates of the 
Institute: 


Orrin R. Judd, New York, addressed a 
meeting of the Association of University 
and College Business Officers of the eastern 
states held in Charlottesville, Virginia, 


December 3, 1927, on ‘“The sweetmeat of 
educational endowment funds.” 


Elmer L. Hatter, Baltimore, delivered 
an address on ‘‘Accountancy—a profession”’ 
before the graduates of the Forest Park 
high school, February 1, 1928. 


Edwin E. Leffler, Buffalo, spoke on 
“Standard costs—the tool of management”’ 
before the Buffalo chapter of the American 
Institute of Industrial Engineers at a 
meeting held January 9th. 


Walter L. Morgan, Philadelphia, is writing 
a series of articles on federal taxes for the 
Philadelphia News Bureau. ‘The articles 
are particularly concerned with the problems 
confronting investors and bankers in the 
preparation of their income-tax returns. 


G. A. Treadwell, New Orleans, has been 
reappointed a member and vice-chairman 
of the postal-facilities committee of the 
Association of Commerce of his city. 
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